The Clearing House.

September 24, 2015

Robert deV. Frierson, Esq.

Secretary

Board of Governors of the Federal Reserve Systieim
20th Street & Constitution Avenue, N.W.
Washington, D.C. 205511

Re: Notice of Proposed Rulemaking with Reguest for Comment: Amendmenis to
Capital Plan and Stress Test Rules (80 Fed. Reg. 43,637, July 23, 2015) — Docket
No. R-1517.

Mr. Frierson:

The Clearing House Association L.L.C. (“The Clearingthause| Fappoeciates the
opportumity to comment on the notice of proposed rulemaking (the “Proposal”) by the Board of
Governors of the Federal Reserve System (the “Federal Reserve”) that would amend certain aspects of
the U.S. capital planning and stress testing regime, including as to the supervisory Comprehensive
Capital Planning and Review (“CCAR') program camdwctted pursuant to tihe Festenall Reseewe’s capitiall plem
rule.Footnote2.

The Clearing House generally supports the Proposal and welcomes the Federal Resenve’s
efforts to make targeted adjustments and technical amendments to the capital planning and stress
testing framewank. In particular, we believe that various elements of the Proposal, including the (i)
indefinite suspension of the incorporation of the advanced approacies for capital planning and stress
test purpases, (ii) elimination of the Tier 1 common ratio calculation and minimum requirement in line
with the Federal Reserve’s final revised capitalraideso@nddij) modification of capital action assummptions
to better align with the October 2014 amendments to the capital plan and stress testing rules (the
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“October 2014/umendments) joowillteollectively serve to enhance the efficiency of the entire process.Page2.
Moreover, we greatly appreciate the Federal Reserve’s affirmative statement that it does not anticipate
making any further changes that would impact the 2016 capital plan and stress test cycle beyond those

set forth in the Proposal as this will permit all banking organizations subject to COXRR, tihe aagyitiall phéaam

rule and the Dodd-Frank Act company-run stress test requirements to better focus their efforts lbattween
now and mid-2016.

The Proposal also would delay for one year the incorporation into the capital plan and
stress testing framework of the supplementary leverage ratio (“SLRR")regquiitementsFrappdiesble to
advanced approaches banking organizatioms. The preambie to the Proposal indicates that this is meant
to provide additiomal time for such banking organizatiomns to develop the systems necessary to project
the SLR in light of the October 2014 Amendmennts which changed the commencement date of the
capital plan and stress test cycles and would otherwiise have required the inclusion of SLR estimates for
the ninth quarter of the 2016 capital planning and stress testing horizon.

The Clearing House continues tossipppertodhefttndamental notion of a leverage capital
ratio that is intended and functioms as a backstop floor to a risk-based approach to capital.FoAttieusrage
ratio requirement that acts as a backstop helps ensure that in times of economiic stress, banking
organizatioms will have significant resources available to absorb unexpected losses that may not be
adequately captured by exclusive utilization of the risk-based regulatory capital regime.

We remain deeply concerned that the incorporation of the SIRR it CCAR Rwiilb Iy geswee
to make it more certain that these leverage measures will improperly become tie binding capital related
constraint for many U.S. banking organizatioms — contrary to the Basel Committee’s imternational
agreed-upon objective that the SURRsSionulth asttassan“ssimiples noomnislk basest teackstopy’ [Emnpihacis addeed T
to risk-based capitalnmeaatresootTbiesconceptual flaws inherent in any leverage ratio make it particularly
unsuited to be the binding constraint under CCAR ar atiherwise, because, undenr alevenage ratio [ ke the
SLR, assets require the same amount of capital regardiess of risk and therefore sound risk management
distinctioms cannot be made based on the actual need for capital. Ignoring risk runs counter not only to
the fundamental purpose of CCARamd tihe capittall pliam nule (hat i, to Measwre amd quantify podetiall
risikss to banking organizatioms due to severe macroeconomiic conditioms), but also to decades of progress
in the regulation, supervision, and internal management of banking organizatioms. The incorporation of
the SLRInto CCARR A hieceffitc tivea esu ltinggbin dinggce nstrainh willl disitost i nae abivessa soomaddrisisitakitgg,
risk management, and the allocation of capital, including by treating higher-yielding risky and lower-
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yielding non-risky assets alike and by effectively taxing, and thereby discouraging, the holding of low-
yield, low-risk assets — often at cross purposes with other regulatory framewuontiss such as the liquidity
coverage ratio.footnote9.

In addition, the SLR becoming a more binding constraint through CCARRcooldds eevecteo
undermine rather than promote financial stability and increase systemic risk by, imtar alia, (i)
discouraging banking organizations from holding excess reserves that facilitate global payment and
settlements systems, (ii) effectively limiting low-risk business activities that are liability driven —for
example, trust, custody, and safekeeping activities— including those that attract and act as a safe haven
for deposit inflows during times of general financial stress, and (iii) making it more costly for bamnking
organizatioms to comply with systemically beneficial increased margin requirements.

While delaying its application to CCXRRaanld: hieecapjtish ptaanr uldef do romecypasnisazppsidives
aspect of the Proposal, it does not permanentily resolve the underlying problem that such imcomporation
would further the likelihood of the SLR of becoming the binding capital constraint for many advanced
approaches banking organizatioms. We are cognizant, of course, that the Federal Reserve and the other
U.S. Federal banking agencies have now issued final rules calibrating the SLR. Neverthalkess, we
respectfully urge the Federal Reserve to reconsider the incorporation of the SLR into the CCARRaaH
capital planning processes in order to avoid exacerbating the negative consequences of a binding
leverage ratio.

Fimally, we note that the Proposal would amend various stress testing related capital
ratio definitioms in order to incorporate the deduction of aggregate investments in covered fundls from
Tier 1 capital as required under Section 619 of the Dodd-Frank Act and the Federal Reserve's regulations
promulgated thereunder.FodMeteedpectfully submit that incorporation of the covered fund deduction
remains premature and should not be finalized until such time as the Federal Reserve (in coordination
with the other U.S. Federal banking agencies) provides definitive guidance regarding the operation and
calculation of the covered fund deduction for purpeses of the capital rules.
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Monitoring Tools (Jainuary 2013).endfootnote.page3.
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If you have any questions or need further informatiom, please contact me at

212.613.9883 (email: david.wagher@tirekemrimghnise @rg)Page4.
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